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STATEMENT OF SECRETARY OF DEFENSE ROBERT S, McNAMARA
BEFORE THE HOUSE ARMED SERVICES COMMITTEE
OF THE FISCAL YEAR 196§-7§ DEFENSE PROGRAM AKD 196 DEFERSE BUDGET

Mr. Chairman and Members of the Committiee:

Ve are here today to present our Defense program projections for the
next five years and our budget proposals for the caming fiscal year.
My prepared statement is arranged essentially in the same manner as last
year. Attached to each copy is a set of related tables which you may wish
to follow as we proceed through the discussion. As bas been my practice
in the past, I will attempt to call your attention to the more important
progrem changes vhich bhave occurred since last year, particularly those
relating to our effort in Southeast Asia. In order to provide in cone
place a complete discussion of the Southeast Asila situation as it affects
the overall defense program, I have treated the FY 1966 Supplemental as
an integral part of this statement even though this entails some duplication
of the content of my earlier statement on that Supplemental. Other Defense
Department witnesses will present the details of our financlal requirements
for FY 1967 later in these hearings.

There is one important change in the coverage of the Defense program
and budget this year which deserves particwlar mention. We have included
in both the FY 1966 supplementals and the FY 1967 budgets of the military
departments the requirements Qpr the support of the South Vietnamese
Armed Forces and other Free World Military Assistance forces engaged in
that country. These requirements have heretofore been financed in the
Military Assistance Program. However, now tbat large U.S. forces and
other Free World Military Assistance forces (e.g. Korean) have joined in
the defense of South Vietnam, the maintenance of separate financial and
logistic systems for U.S. and Military Assistance forces is proving to be
entirely too cumbersome, time-consuming and inefficient. The same problem
wes encountered at the outset of the Korean War. It was solved, then, by
programuing, budgeting and funding for all requirements under "military
functions” appropriations and providing a consolidated financial and
supply system for the support of U.S., Korean, and other friendly forces
engaged in that effort. This arrangement gave the fleld commanders maxi-
mum flexibility in the allocation of available resources and improved the
support of forces employed.

We are proposing essentlally the same soluticon for the problems
now belng encountered in South Vietnam. By shifting responsibility and
funding to the military departments, we will be able to achieve:

a. Increased efficiency resulting from the elimination of
parallel supply pipelines to Vietnam and stockages of materiel
within Vietnam; the consolidation of programming, budgeting,and



funding for materiel and services required by U,.S., and Military
Aselgtance forces; and the elimination of detailed accounting and
reporting for materiel and services furnished to Military Assistance
forces. ’

b. Increased supply effectivenees resulting frem greater
flexibility in the use of materiel rescurces available to the
thegter copmaender,

Under the proposed arvangement, all unexpended balances of FY 1966
and prior year Military Assistence funds for South Vietnam would be
transferred to and merged with the accounts of the military departments,
end all additional funds required for the support of the forces of
South Vietnsm and other Free World Military Assistance forces in that
country would be authorized for and appropriated to the accounts of the
militery departments, The remalnder of the Military Assistance Program
would be legislated separately.

Again, T would like to remind you that I will be discussing costs
in terms of "Total Obligational Authority" (TCA), i.e., the full cost
of an annual increment of a program regardless of the year in which
the funds sre authorized, appropristed or expended. These costs will
differ in many cases from the amounts regquested for new authorization
end appropriation, especially in the procurement accounts where certain
prior year funds are availsble to finance FY 1967 programs. Moreover,
much of my discussion will deal with the total cost of the program,
including the directly sttributeble costs of military personnel, operstion
and maintenance, as well as procurement, research and development and
military construction.



A. APPROACH TO THE FY 1967-T1 PROGRAM AND THE FY 1966~ 67 BUDGETS

As I bave noted in previous appearances before this Committee,
President Kennedy gave me two general instru.tions when I took office
in January 1961:

1. Develop the military force structure necessary to
support our foreign policy without regard to arbitrary budget
cellings.

2. Procure and operate this force at the lowest possible
cost,

During the entire five years of my tenure as Secretary of Defense,
I have been guided by these two basic principles. Throughout that perisd
I have insisted that our military strategy and plans should be related
to the threat, that the forces to be acquired and maintained should be
related to the strategy and the plans, and that the forces should be
adequately supported, not only with men, equipment and facilities needed
in peacetime, but with war reserve stocks as well, so that they could
engage in combat for sustained periods of time.

The achievement of this objective has not been easy. For many years
our military plens far exceeded the forces available to support them, and
even the forces available were not in proper balance with one another.
There was not enough tactical alr power to support the exlsting number of
Army divisions. In addition, although the concept of a mobile central
reserve had been generally accepted, the alrlift required to move these
forces was completely inadequate, and there was not enough amphibisus
1ift to move the Marine Corps forces. Although a great deal of attention
had been paid to nuclear weapons, stocks of ammunition and other combat
consumables required for non-nuclear war were grossly deficient in many
categorles.

Since 1960, we have added some $50 billion to our defense program
to correct these deficlencies. By the end of FY 1965 we had achieved a:

45¢% increase in the number of combat-ready Army divisions

45% increase in the number of combat helicopters

100% increase in airlift capability

51% increase in the number of Air Force fighter squadrons

100% increase in naval ship construction to modernize our Fleet
1,000% increase in the Special Forces trained for counterinsurgency.
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At the same time, we did not neglect our nuclear forces. Indeed,
during this period we achieved a:

200% increase in the number of nuclear warheads and total
megatonnage in the strategic alert forces

67% increase in the number of tactical nuclear wespons in
Western Europe.

But even while these increases in our military strength were being
achieved, we moved forward vigorously on President Kennedy's second
instruction, "Procure and operate this force at the lowest possible cost."

Each year since its insuguration in FY 1961, we have been able to
increase the savings actually realized through our Cost Reduction Program
and to increase its goals. In FY 1965, the last completed fiscal year,
savings amounted to about $4.8 billion compared with $2.8 billion in
FY 1964 and $1.4 billion in FY 1963. I can assure you that these savings
wvere made without adverse effect on our military strength or combat '
readiness. Any doubt of this can only be based on a misunderstanding of
the way in which we compute our requirements for forces, equipment and
ammmition. As noted earlier, it has been my contention from the very
beginning that we should first determine as accurately as possible what
ve need to support the forces required by owr war plans; and then buy all
of what we need, but only what we need, and buy at the loweat sound price.

In the cese of both major equipment and consumables, we must acquire
the 1tems needed for the initial outfitting of the forces and for keeping
their equipment modern, plus sufficient stocks to meet ocur peacetime
needs, plus & war reserve sufficient to meet the logisistic standards
associated with ocur contingency war plans. All of these requirements are
susceptible to caleulation and there is nothing to be gained by buying
more than we need at any particular time. Indeed, there is much to be
lost since nearly all of these stocks are subject to obsolescence and many
items actually deteriorate physically over time. Even under the best of
circumstances, we have to dispose of billions of dollars of equipment and
supplies each year, and &t a mere fraction of thelr original cost. To the
extent we buy more than we need, we simply increasse the amount which even-
tually must be disposed of, thus wasting the taxpayers' money without
edding anything of value to our actual military strength.

Put the question still remains: Why, if we had acquired what we
needed, do we now have to increase our procurement so substantially in
order to support our military effort in Southeast Asia? The answer to




this question has three parts. First, we are Increasing the size of
our actlve forces because we do not wish at this time to call up the
reserve forces, The new forces must be equipped and supplied.

Second, we do not normally provide in advance for cambat attrition
of such major weapon systems as ajircraft and ships because of the great
cost Involved. T understand that a war reserve of ailrcraft was once
considered in connection with the military buildeup undertaken during
the Korean War, but rejected for the same reason. Accordingly, additional
alrcraft must be procured as soon as the forces are committed to cambat,
and this was one of the largest items in our FY 1966 Supplemental request.

Third, we provide in our war reserve stocks only those quantities
of combat consumables needed to tide us over until additional stocks can
be acqulred from new production. This means that as soon as we start
to consume significant gquantities of war reserve stocks in combat, we
must start to procure replacement stocks., TFor such items as ammunition,
vartime consumption rates are many times peacetime rates. You will see
when I discuss our ammnition requirements later in the Statement, that
it would be entirely impractical to attempt to carry in stock the huge
amounts required when our forces actually engage in combat, And, there
is no need to do so, &s long as we have on hand the essential margin
between consumption and production. This margin we have, except in
those few cases where materiel is being used in Vietnam in ways and
quentities which were never anticipated; for example, the 2.75 inch
rocket now being fired in great quantities from helicopters.

This is not to say that every one of the tens of thousands of Defense
Department supply points 1s without a single "inventory shortage.”
Anyone who has had experience with large supply systems knows that
somewhere, sometime, something will be lacking. No matter how much we
spend for defense, someone somewhere in our far flung organization will
be short some item at any particular time., This has nothing to do with
the amount of funds requested and appropriated. It simply reflects the
fact that no system involving literally hundreds of thousands of people
and millions of different items spread around the globe can be one
hundred percent perfect. DMistakes in distribution or requirements cal-
cwlations will be made, and these mistakes will be reflected in an inven-
tory shortege, or overage, somewhere in the system. This 1s true of private
industry as well as government, and it is up to management at all levels
to see to it that these mistakes are held to a minimum and corrected
promptly when discovered.

Accordingly, the entlre question of shortages must be viewed in
perspective. The acld test of our logistics system is the ability of our



forces to take the field and engaege in combat. I submit that the rapid
deployment and support in combat of & force of over one-guarter of a
million men (including those aboard ships off the coast of Vietnam) to
an area 10,000 miles from our shores clearly demonstrates that our logls-
tic system has that capability. Never before has this country been able
to field and support in ccmbat so large a force in so short a time over
so great & distance, without calling up the reserves and without applying
price, wage and material controls to our civilian economy. That is why
General Abrams, the Vice Chief of Staff of the Army, was able to say
lsst June -

"The Army is in the best peacetime condition in its history.
I make this statement based on my experience as a battalion
commander in Burope for 22 months beginning in 1949, and as
commander of an armored cavalry regiment for 14 months thereafter,
as a division commander in Europe from October 1960 to June 1962,
and as corps cammender fram July 1963 to July 1964. From this
background end from my association with soldiers and their equip-
ment, I can state unequivocally that the readiness conditions in
the U.S. Army are the highest that have been attained in my 29
years of service.”

That is why the Secretary and Chief of Staff of the Army were able
to report last August that -

"The Army was never in a better position in peacetime than
it is todsy -- with respect to both training and equipment, it
is fully prepared to carry out its mission of susteined land
cambat. From the point of vlew of materiel, this is the direct
result of the significant equipment procurement and modernization
program that has taken place over the past several years, and
the provision of combat reserves in depth to enable our forces
to engage in sustained combat."

Thet is why General Wheeler, the Chairman of the Joint Chiefs of
Staff, wes sble to say last year about our forces in Europe -

"I have never known, historically or otherwise, of amy Ammy
in peacetime as well equipped, as well trained, as well manned

as the Seventh Army today."

With regard to the preparation of the FY 1967-T1 program and the
FY 1966 Supplementel and the FY 1967 Budget, we have had to make a some=
what arbitrary assumption regarding the duration of the conflict in
Southeast Asim. Since we have no way of knowing how long it will
actually last, or how it will evolve, we have budgeted for combat opera-
tions through the end of June 1967. This means that if it later appears
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that the conflict will continue beyond that date, or if it should
expand beyond the level assumed in our present plans, we will come
back to the Congress with an additional FY 1967 request. If the
conflict should end before that date or If rates ¢f consumption are
less than planned, we would, of course, have to adjust the programs
downward. In either case, further changes in the FY 1967-T1 program
and the FY 1967 Budget may occur. '

This situation iz not unlike that which exdisted four years ago
vhen I appeared here in support of the FY 1963-67 Program and the
FY 1963 Budget. At that time we were uncertain as to how the Berlin
crisis would evolve and we assumed for budget purposes that the
special measures assoclated with that crisis would terminste at the
beginning of the next fiscal year. During most of the Korean Wer, it
wvas assumed for budget purposes that the confliet would end before
the beginning of the next fiscal year. And, when Presldent Eisenhower
in early 1953 extended this assumption to include the next fiscal year
{FY 1954), the conflict ended in the first momth of that year. So 1t
1s clear there is no "right" way to deal with this kind of problem.
The essentlal point 1s that the planning assumptions underlying the
FY 1966-67 Budget reguests should be clearly understood by all
concerned.

Because of the large demands of our plenned military opersations
in Southeast Asia, we have stretched out and deferred some programs
which are not directly related to our near-term ccmbat readiness. Thils
is particularly true of the "non-combat" portion of the mllitary con-
struction progrem, e.g., the replacement of administration and school
buildings, BOQs, barracks, etc., not related to the support of our
militery operations in Southeast Asia. It is also true of the Family
Housing construction program, where we have deferred the 8,500 units
funded in FY 1966 for the time being and have not included any further
request for new units in the FY 1967 Budget. As you know, I have fought
very hard for adequate military famlly housing, and this stretch-out
should not be construed as & loss of imterest on my part. Tt is simply
the kind of program that can be deferred without adversely affecting
our near-term combat readiness.

Needless to say, we are pursuing our Cost Reduction Program with
reneved vigor. And, as you know, we have developed another list of base
closings and consolidations. These actlions have been very carefully
revieved by each of the military departments in the light of our require-
ments in Southeast Asia. They will in no way affect our combat
capabilities in Southeast Asia or elsewhere.

By eliminating unneeded and marginal activities and deferring
whatever can be safely deferred, I have been able to reduce the FY 1966
Supplemental and FY 1967 Budget requests of the Services and Defense
Agencies by about $15-l/2 billion, while at the same time providing
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for all essential military requirements.

As shown on Table 1, we are requesting for FY 1966 a total of
$63.3 billion in new obligational authority, of which $12.3 billion
is in the speclal Supplemental for Southeast Asia requirements, and
$.9 billion is for the pay raises enacted last year. For FY 1967 we
are requesting a total of $59.9 billion in new obligational authority.
Expenditures for these two fiscal years are now estimated at $54.2
billion and $58.3 billion, respectively.
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B. ASSESSMENT OF THE INTERNATIONAL SITUATION AS IT BEARS ON
MTLITARY POLICIES AND PROGRAMS

For the American people, the single most important development in
the international situation during the last year has been the heightening
crisis provoked by the Asian Commnists in South Vietnam. As I informed
the Committee last August, the North Vietnamese, supported and egged on
by the Chinese Conmunists, attempted to launch an all=-out drive to
destroy the Army of South Vietnam and bring down its Government. Nat
only was the infiltration of men and supplies from North Vietnam into
South Vietnam accelerated, but regular units of the North Vietnamese Army
were brought in for the attack. The United States Govermment had made it
known for many years that it would view with the greatest concern any
Communist attempt to seize the territory of South Vietnam by force of
arms. Our response to that threat was exactly what the aggressors should
have anticipated; we promptly came to the aid of the people of Scuth
Vietnam with the forces needed to halt the attack and throw it back.

We have sald time and time sgain that we would do everything necessary
to help these people defend their freedom and independence as long &s
they, themselves, were willing to carry on the struggle.

We have shouldered this hesvy burden for several reasons. First,
we believe that the people of South Vietnam, like people everywhere,
should have the right to decide their own destiny. Second, we intend
to honor our commitment to help defend the people of South Vietnam from
aggression, Just as we will honor our defense commitments to other
nations. Third, we have long recognized the great strateglc importance
of the outcame of that conflict, not only for the security of the
United States, but also for the entire Free World.

The asggression against South Vietnam is not just another attempt
by its neighbor to the North to gain by force the daminion that 1t was
unsble to achieve by peaceful means. It is also a test case of the
Chinese Communist version of the so-called "wars of national liberation",
one of a series of conflicts the Chinese hope will sweep the world. If
it succeeds, it will encourage the partisans of viclent political change
in the Communist world to seek to extend their particular method of
instelling Communism over all of the underdeveloped world. This aggression
is & threat not only to the security of the United States and the entire
Free World but, interastingly enough, also to the leadership of the
Soviet Union ir the world Communist movement. It is this peculiar
cleeh of forces ~- the Chinese Communists, the Soviet Communists and the
Free World -- that gives this confliet its unique importance.

TIf there 1s still any question as to the historic significance of
this struggle, let me call your attentlon %o the comprehensive policy
statement made by the Chinese Communist Minlster of Defense, Lin Plao,
last September. This statement should be read by every American
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concerned with the political aims of Communist China, It is, to quote
Secretary Rusk, "as candid as Hitler's Mein Kampf. “

The long-range objective of the Chinese Commmists Is to become
daminant in the Asian, African und Latin Americen countries, apd to
frustrate the process of peaceful development and free choice in the
developing nations. They hope to create & new aligmment, especially in
the Southern and Eastern Hemispheres, in which Commnist China is the
ideclogical leader and the most poverful country.

Because it provides such a clear insight into the really fundamental
igsues at stake in Vietnam, I have included as an Appendix to this state-
ment some of the more significant passages from Lin Piao's article, in
the event that you may not find time to read the full text which runs to
more than 17,000 words.

The immediate targets of the Chinese Cammnists are the smaller,
weaker, developing nations whose govermments are already struggling
against great odds to achleve a measure of politieal stability, economic
growth and soclal Justice. In those kinds of situations, emple opportuni-
ties exist for Comminist imtervenmtion. By assoclating themselves with
one group or ancther, the Copprunists seek to gain a foothold in such
countries; and then by employing gubversion, political assassination and
other forms of terrorism, they seek to expand that foothold into what
Lin Piao cells a "rural base area” from which to mount guerrilla wvarfare
against the legitimate govermments. .

This is precisely the pattern which was pursued in South Vietnam.
Bad not the Unlted States and other believers in independence gone to
the aid of the people of South Vietnam, the Viet Cong, directed by Henoi
and encouraged by Peiping, would have without question succeeded in
overthrowing the Govermment and seizing comtrol. And, were they to
succeed in South Vietnamthere can be no doubt that Communist China's
efforts to support such revolutions in Asia and elsewhere would move
forward with increased confidence and determipation,

Indeed, even without such a success, Compunist China bas already
nemed Thailand as its next victim. A "Thailand Independence Movement”
and a "Thailand Patriotic Front" have already been egtablighed. The
first is, apparently, imtended to be the equivalent of the Viet Cong
and the second of the National Liberation Front in South Vietnam.

Large sums of Thal currency have been purchased by Peliping in Hong Kong
and the study of the Thal language is now being emphasized in Commmunist
Chine.
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In recent mooths a number of village officiels and policemen have
been assassinated in the northeastern areas of Thailand. Clashes have
oceurred with amall bands of armed Commmnists, seemingly well equipped
and trained; and a "Voice of Free Thailand" radioc station has apparently
been established in Communist China. Obviously, the apparatus for a
"war of liberation" in Thailand is being created.

Elsewhere in the world, notebly in Africa and in Latin America,
Chinese Communist agents are campeting with those of the Soviet Union
in trying to gain footholds to support insurgency and revolutlon.

Notwithstanding their bellicosity and their cynical protestations
that it 1s permissible for them to move men and gund across borders
to attack free govermments but not for the forces of freedom to defend
themselves, the Chinese Communists have thus far displayed great caution
in an effort to avoid a direct confromtation with United States military
forces in Asia. As in the case of Moscow, there is no reason to suppose
that Peiping does not understand the hazards of a major war. _ :

onflict in Vietnam at the expense of the
and that it will follow a similar course at the
expense of other peoples wherever it believes an cpportunity exdlsts.

This is why I sald to this Committee last year that "The choice is not
simply whether to continue our efforts to keep South Vietnam free and
independent but, rather, to conmtinue our struggle to haeli Cormnuni st
expension in Southeast Asia. If the cholce is the latter, as I believe

it should be, we will be far better off facing the issue in South Vietnam."

But the responsibility for deterring apd meeting Camunist aggres-
sion is not ours alone. Other countries of the Free World can and should
bear their share of the defense burden and pley an active role in con-
structive internationsl enmterprise. The industrialized countries of
the North Atlantic have a wnique comtribution to make in both respects,
and Secretary Rusk and I brought this point forcefully to0 the attentlon
of our colleagues at the NATO Council of Minigters' meeting lest December.

In this connection, it must be recognized that keeping the peace
is not limited to deterring Commmist aggression alone. As events in
the Asian subcomtinent demonstrated during the past year, internationel
peace and the processes of peaceful chenge and development can be dis-
rupted by conflicts within the Free World as well., Moreover, such
conflicts usually invite intervention by Moscow end Pelping, each seeking
in its own way to advance its own interests. Thus, we have every Ilncen-
tive to try to help our friends in the Free World settle thelr differences




by peaceful means, using to the full the resources of the United
Rations as well as employing direct diplomacy.

Last year I sald to this Committee:

"To the extent that the Communist states are convinced
that war is no longer a feasible method to extend the sway of
their ideology, our safety i1s enhanced., To the extent that they
are convinced that we will resist with force, if necessary, any
encroachment on our vital interests around the world, the
chances of war are diminished. To the extent we hold open the
door to peace and disarmament, we provide an alternative to an
arms race. To the extent that the Free World contimies to
demonstrate that a free society can provide a better life for
the people than can a Communist society, the attraction of
freedom will comtinue to exert an irresistible pull, not only
on the uncommitted nations of the world, but on the people of
the Communiet nations themselves."

These are still my views. I believe that the leaders of the Soviet
Union fully appreciate, ms we do, the perils of general nuclear war and
the danger of local wars escalating into general nuclear war. I believe
that the leaders of Communist China are also reluctant to challenge the
full weight of our military power. But it is clear that we have yet
to convince the Chinese Communiste that their new drive for world revolu-
tion, using what they euphemistically call "pecple's wars" will not
succeed. We have yet to convince them that we will, indeed, resist with
force amy encroachment on the vital interests of the Free World, and
that the conflicts which could thus result hold great danger for them
as well as for the rest of the world.

But convince them we must, If we and owr Free World allies fail
to meet the Chinese Cammunists' challenge in Southeast Asia, we will
inevitably have to confromt it later under even more disadvamtageous
conditions. Lin Plao has given us falr warning of the Chinese Cammunist
intentions. If we have learned anything from the history of the last
30 years, we have learned that aggression feeds upon itself, and that the
aggressor's appetite can never be satisfied short of complete submission.
We temporized with aggression in the 1930s, and in the early 1940s we
vere forced to fight the greatest wer in our history. In the late 1940s
ve took a stand against Communist aggression in Eurcpe and brought it
to a halt, and today Eurcpe is an ares of stability and prosperity. We
took a stand against Communist aggression in Korea in the early 19508
and again we brought it to a halt. And in 1958 we helped to frustrate
the Chinese Commmnist attack against the military forces of the Republic
of China.

SN DEeISE
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The present conflict in Vietnam is Cammnist aggression in a
different guise. I em convinced that if we stand fast again in South-
east Asia, this new aggression will be brought to a halt. Az I noted
last year, the road ahead will be difficult and sacrifices will be
required of our people, both in money and in lives. But we have no
other reasonasble alternative if we are to preserve the kind of world
ve want to live in -- & world in which each nation is free to develop
in its own vay, ummolested by its neighbors, free of armed asttack from
the more powerful nations. We, ourselves, do not seek to overthrow,
overtly or covertly, the legitimate govermment of any nation, and we
are opposed to such attempts by others. We have no territorial ambitions
angywhere in the world and we insist that all naxtions respect the terri-
torial imtegrity of their neighbors. We dc not seek the economic
exploitation of any nation and, indeed, since the end of Werld War IT
have given other natlions well over $100 billion of our wealth and
substance, an effort unparalleled in the history of mankind.

Even while ve, together with our friends and allies, continue the
struggle in Southeast Asia, we hold open wide the door to a Just settle-
ment of that conflict. President Johnson and Secretary Rusk have
restated in a hundred different ways owr willingness to move that con-
flict from the battlefleld to the conference table. Here is the position
of the United States Government on peace in Vietnam, as most recenmtly
outlined by Secretary of State Rusk:

1. The Geneva Agreements of 1954 and 1962 are an adequate
basis for peace in Southeast Asia;

2. We would welcome a conference on Southeast Asia or on
any part thereof;

3. We would welcome "negotiations without pre-conditions"
as the 17 nmtions put it;

k., We would welcome unconditional discussions as President
Johnson put it;

5. A cessatlion of hostilities could be the first order of
business at a conference or could be the subject of preliminary
discussions;

6. Hanoi's four points could be discussed along with other
points which others might wish to propose;

T. We waot no U.3. bases in Southesst Asla;
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8. We do not desire to retain U.S. troops in South Vietnam
after peace is assured;

9. We support free elections in South Vietnsm to &lve the
South Vietnamese a govermment of their own cholce;

JO. The question of reunification of Vietnam should be
determined by the Vietnamese through their own free decision;

11. The countries of Southeast Asia can be non-aligned or
neutral if that be their option;

12, Ve would much prefer to use our rescurces for the
econamic reconstruction of Southeast Asia than in war. If there
is peace, North Vietnam could participate in a regional effort
to which we would be prepared to comtribute at lesst one billion
dollars;

13. The President has said "The Viet Cong would not have
difficulty being represented and having their views represented
if for a moment Hanol decided she wanted to cease sggression, I
don't think that would be an insurmountable problem”;

14. We have seid publicly and privately that we could stop
the bombing of North Vietnam es & step toward peace although there
has not been the slightest hint or suggestion from the other side
as to what they would do if the bombing stopped.

Thus, the contimuation of the conflict is not our choice but, rather,
the choice of our adversaries. It will be terminated when they are con-
vinced that their aggression cannot succeed and, when they reach that
conclusion, I am sure that they will find no difficulty in communicating
thelr intentions to us.

The 1ssue has been Joined end our course has been set, It is y
hope that all Americans will throw their full support behind our military
forces defending the frontier of freedem in Vietnam. It is my hope thaet
free netions everywhere will come to recognize that this is their fight
as well as ours; that Lin Plao's declaration of war against freedom is
directed at them as well as at the United States s and that they will
Join 1n the struggle against this latest manifestation of totalitarian
imperialism.

1, Strengths and Wealmesses Among the Commnist Nations

While the Communist nations comtinued to challenge the Free World
on many fronts during 1965, the character of this challenge reflected
the internecine competition and hostility between the two mejor Commnist
powers. The expressed desire of the Soviet leaders to improve relations




with Commnist China while also reducing conflicts with the West has
turned out to be a most difficult enterprise. In any event, almost fram
the beginning of their temure, the new leaders set about a diversified
effort to contest Peiping's challenge to their leadership of the world
Communist movement. More particularly, the Soviet leaders decided to
reinvolve themselves actively in the affairs of Southeast Asia, and this
action has led to increased Sino-Soviet frictlon as well as renewed
clashes of interest with the United States.

Yet, this same competition with Communist China was a key factor
leading the Soviet Union, last summer, to join with the United States
and other peaceful nations in a UN effort to end the fighting which had
broken out hetween India and Pskistan.

Thus, the contest between the two Communist giants opens up new
dangers and new opportunities for the Free World.

The Chinese have rejected Soviet overtures for better relations and
for "united action" in support of the North Vietnsmese, and have called
upon all Communist nations and parties to draw a clear line, politically
and orgenizationally, between themselves and the Soviet "revisionists”.
Peiping's intransigence has lost it some support among more "neutral"
commmnists; and even such hitherto close allies as North Vietnam and
North Korea have seemed reluctant to echo Peiping's attacks on Moscow.

Since 1t is & part of Moscow's strategy to demonstrate that Peiping's
charges of Soviet "capitulationism" and "connivence with U.S. imperialism"
are false, we must continue to expect a harsh anti-American tone in
Soviet policy pronouncements. In Europe, the Soviets seek as much as
ever to frustrate the evolution of Western defense arrangements. The
pressure of competition from the Chinese Communists drives the Soviet
leaders toward a "cold war" approach to foreign policy questions, leads
them to give high priority to military programs end, thus, to compound
further their chronic economic problems.

a. The Soviet Union

In the Soviet Union, Khrushchev's successors have contimued to
function as a collective leadership. While a number of personnel shifts
have tsken place, these changes seem to bhave little relationship to
foreign policy. The next Soviet Party Congress, scheduled for late this
coming March, may give us & clearer indication of any new policy lines
that may be evolving. Meanwhile, we must recognize in our own plenning
that Soviet policies remain subject to all of the vagaries inherent in
rule by dictatorship -- whether it be individual or collective.
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The primary domestic problem asbsorbing the attention of the leader-
ship 15 the state of the Soviet economy. At the time when the advanced
nations of the world ere enjoying great prosperlity, the rate of growth
. of the Soviet economy conmtinues to falter, principelly in the sgricul-

tural sector. The growth in GNP, which averaged about 6l percent in
the 1950s bas slowed down to about 4-1/2 percent in the 19609. Progress
in the consumer sector of the economy has fallen considerably short of
expectations. There 1s a rising demsnd among prominent members of Soviet
political and intellectual life for substantial improvements in food
supplles, housing, selectlion and quelity of manufactured consumer articles,
and services. This issue concerns not only the USSR's damestic policy,
but also its international stending.

The fellure of its economy to perform sccording to expectations
has affected the USSR's foreign economic relations. The poor state
of agriculture has compelled the Govermment to continue to import greain
from the West. Since the Soviet Union is short of goods for which
there is a foreign demand, it has hed to dip again into its none-too-
lerge gold reserves. The uncertaloty about the fortheoming Soviet Five-
Year Plan and similar quandaries in Eastern Eurcpe, together with the
difficulty of reconciling divergent national interests, .have aggravated
the problem of Intra-Bloc econamic relations. Soviet forelgn aid
disbursements, heavily concentrated on a small number of coumtrles ocutside
the Bloc, continued during 1965 at a slightly lower level than it reached
in 1964. With repeyments of previous Soviet. loans increas ng, the net
outflcw due to Soviet aid is rather small ad

s 1'- "“5 The net value represeﬂts o e fraction of cne percent

of the Soviet GNP, Military aid “
These competing demands on the Soviet budget are still serving as

a restreint on the size of the military forces. Nevertheless, after

some decline in 1964 and 1965, Soviet explicit defense expenditures are

expected to rise again in 1966, according to the Soviet Finance Minlster

by ebout 5 percent over 1965. In addition, outlays for scientific

research in 1966, which include much of the military research end develop-

ment effort, are expected to rise about 10 percent over 1965, 1ncluding

beth funds from the Soviet State Budget and from the enterprises! owm

resources,

The increase in the explicit defense budget is attributed by the
Soviet Finance Minister to the increese in U.S. defense expenditures
end the situation in Southeast Asia. Under the present circumstances
I believe 1t is safe to essume that there will be some actual Increases

in Soviet defense expenditures in 1966, _
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The same sorts of problems besetting the Soviet Union are also
besetting the more advanced countries of Eastern Europe. Their defense
burdens are lighter, but they suffer fram the same deficlencies inheremt
in Soviet economic planning and management. This has led to a relaxation
of orthodox econamic policles in & mmber of Eastern Buropean coumtries.
By and large, their econcmic reforms ere mare far-reaching than in the
USSR. ILikewise, throughout Eastern Europe there has been e grester stress
on perticular natiocnal interests in economic and other affairs., With
the Sino-Soviet rift comtimiing unsbated, it bas became more difficult
than ever to enfarce cchesion in BEloc policies, although the Soviet
leaders persist in their efforts to strengthen Bloc econcmic ard miltary
organizaticns. .

b. Communist Chins

Tn 1965 the Chinese econcmy comtimued to recover from the disasters
of the Great Leap Forward (1958-60), but progress has been uneven and
sluggish and the food-population balante remeins a critical problem.

The apparemt failure to produce more grain in 1965 than in 1964 underscores
the vital importance of comtinued high-voliume grain imports. A new
five-year plan has just been initiated, placing heavy emphasis on
agriculture. Given reasonable weather, avoidance of extreme econamic
policies, and the absence of major hostilitles, the Chinese economy

should grow at a modest rate.

However, &s in the case of the Soviet Union, pressures are increas-
ing in Cammmist Chine to raise the standard of living. Moreover, the
Chinese leaders are becaming increasingly concerned with what they call
a "spontanecus tendency to capitalism" which has manifested itself in
the rural aress. To coumter this trend, the Peiping regime has under-
taken & massive new indoctrinstion program. But 1f the history of the
Soviet Union is any gulde, the more the regime pushes its progrem, the
more it will depress egricultural cutput. Here, egaln, we have one of
the internal comtredictions of Cammunism; the more the Govermment tries
to eliminate materisl rewards as an incentive for production, and par-
ticularly in agriculture, the more econcmic growth 1s retarded,

Despite its econamic set-backs and limitations, apd at considerable
cost to 1ts domestic economic objectives, Communist Chins has pursued
an ambitious mucleer development program while, concurremtly, attempting
to modernize and strengthen its emtire military establishment. China's
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capacity to produce U-235 was shown in its first two muclear tests, and
‘1t will probably attempt to develop a thermomiclear device &s soon a&s
possible., At the same time, Chins ie

a medium-range ballistic missile. Although results may be slow in
caming, there is no reason to suppose that the Chinese Communists cannot,
in time,produce long-range ballistic missile systems and arm them with
thermonuclear werheads, Most conventional weapons ere of Soviet supply
or design, and the Chinese have been severely handicapped by the lack

of Soviet sources for spares and replacements. However, damestic pro-
duction of medium tanks, several submarines apd apparently scme modern
Jet fighters, attests to improved Chinese capebilities. China's People's
Liberation Army, the largest in the world, is an effective fighting
force, but deficiencies in equipment, mobillity and logistic support
1imit its offensive capebilities outside of China.

Chinese Commnist ambitions, the most important source of tension
in the Far East, have remained unchenged and, to a large extent, un-
realized in the last year. In Vietnazm, the Indian subcontinent,
Indonesia and the Afro-Asian movement, Pelping's attempts to increase
its influence and exclude that of the U.S. (and the Soviet Union) were
largely unsuccessful,and it has lost more than it gaiped. Even within
the Communist camp, Peiping 1s losing some of its followers.

Cammunist Chins has reacted to these set-backs by assuming a still
more militent posture, focusing its efforts on Vietnam which, as I noted
earlier, has became not only the proving ground for its doctrine of
"people's war" but also the principal arena for its increasingly bitter
struggle with Moscow.

2. Southeest Asiza and Soutlhwest Paclific Area

There is growing recognition in the Free World that the conflict
in Vietnam is, ir fact, the result of Commmist aggression; and that the
aggression is controlled from Hanol, urged on by Peiping. Our position,
which is to seek negotistions without pre-conditions, is widely supported
by non-Communist nations, allied or neutrel, However, there 1s widespread
concern lest the war widen, particularly as a result of Chinese Inter-
vertion, end & tendency to let the U.S. bear the main burden for a
war that mamy feel is remote. Thus, there has developed a strong consensus
of voeal support for the defense of South Vietnam, dbut a contimuing
reluctance in many countries to offer more tanglible assistance.

Accordingly, we have increased our efforts during the past year to

obtain more substantial Free World assistance for South Vietnam. Our
embessies in most of the non-Cammnist countries have made repeated
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approaches to their host govermments, and have sought to follow

up every possibility for additional assistance, both military and non-
military, As a result, there has been a significant increase in

Free World support. Apart from the United States, some 40 nations
have agreed to provide military, economic or humanitarien aid., The
most important single contribution in the last year has been an entire
combat infantry division dispatched by the Republic of Korea. With
the Australian battalion end a New Zealand artillery battery, total
Free World military strength, excluding our own and the Vietnamese,

is now more than 20,000 men., We believe the Philippines will increase
their participation in this international force, and it is possible that
the Republic of South Korea will do likewise., Other nations are
furnishing economic, medical and humanitarian aid,

As for our own commitment to the people of Scuth Vietnam, we have
made it clear from the very beginning that we would do everything
necessary to help them defend their freedom and independence as long as
they were willing to carry on the struggle. And in this case, let
me remind you that the people of South Vietnam have borne the burden
of this Communist aggression for many years and they have not
wavered in their determination to defend their freedom, Their
military forces have been and continue 1o be in the forefront of the
battle, and they are making a very great effort to strengthen those
forces,

Our decision to send U.S. combat forces to South Vietnam last
summer was brought sbout by the stepped-up effort of the Cammnists
to destroy thet country. We are prepared to continue our military collab-
oration with the South Vietnamese forces as long as the Communists insist
on fighting and we are ready to cope with any further escalation of the
conflict on their part. In concert with our Allies and men of good will
enywhere, we also stand ready to facilltate negotiations for a just settle-
ment; but we have no intention of negotiating the surrender of South
Vietnam. We have stated our willingness to negotiate unconditionally
at any time and any place with any government. Other governments and
concerned individuals have lent helpful hands in this endeaver. I am
sure you know the history of these efforts and I am also sure you know the
reception they have received.

The position of the Government of South Vietnam parallels our own.
In an ennouncement on June 22 of last year, the Foréign Minister pre-
sented the following fundamental principles for a "just and enduring
peace"”:

a., An end to aggression and subversion;
b. Freedom for South Vietnam to chocse and shape its own

destiny "in conformity with democratic principles and without any
foreign interference from whatever source";
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c. The removal of foreign military forces from South
Vietnam as soon as aggression has ceased;

d. Effective guarantees for the independence and freedom
of the people of Scuth Vietnam.

These principles were reaffirmed by Prime Minister Ky on January
16, 1966, upon Secretary Rusk's visit to Saigon.

The position of the Government of North Vietnam and the National
Liberation Front continues to be based on the four points first enunciated
by the Premier of North Vietnam last April:

a. Withdrawal of U.S. troops and wespons;
b. No military slliances or foreign bases or troops;

c. BSettlement of the internal affairs of South Vietnam by
the South Vietnamese people in accordance with the program of the
Naticnal Liberation Front of South Vietnam;

d. Peaceful reunification of North and South Vietnam by the
Vietnamese pecople in both zones.

Thus, it is clear, particularly from the third point, that Hanoi
is interested only in a settlement on its own termes -- the surrender
of South Vietnam--and that sc long as they hcld to that policy we have no
alternative but to continue the struggle in Southeast Asia. Later in this
statement, in connection with the General Purpose Forces, I will discuss
our specifiec military objectives in Scutheast Asia as we novw see them,
the concept of operations, the forces spproved for deployment and the
force augmentations required to support the effort in South Vietnam
and still be prepared for contingencies elsewhere in the world. When
Hanoi and Peiping become convinced that they cannot win militarily and
that we are determined to stay with our commitment to South Vietnam,
then they may begin to look with greater favor on the possibility of
negotiations.

In any event, it should be clear to Hanoi that North Vietnam, after
all, has much to gain from a peaceful settlement of the conflict, including
{a) a cessation of bombings, b) an easing of the tremendous drain on
Hanoi's resources, {c) the withdrawal of American forces, and (@) an
opportunity to benerit from multi-lateral efforts for economic development
in the area as soon as peaceful cooperstion is possible.
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During the past year, the Govermment of South Vietnam bas
gradually gained acceptance from a wide variety of elements in the
South Vietnamese body politic. The great increasse in our military
commi tment since lest summer has undoubtedly enhanced South Vietpamese
confidence in our resolve to stand by our commitment, thereby further
improving the prospects for greater political stability. Even before
the present administration came to pover, the May 30, 1965, elections for
provincial and urben councils in Govermment-comtrolled areas had been
carried out in an orderly and effective fashion. I think it would be
fair to say that most of the rural population in South Vietnam has no
recourse but to comply with Viet Cong demands in areas that they control,
but these same communities do cooperate with the Govermment when adequate
security 1s provided. We believe that the Viet Cong has friled to enlist
ideological support from the great majority of the Vietnemese. Moreover,
they seem to have fallen short of their objectives in the cities. A
recent illustration was the almost total lack of response to their call
for a general strike throughout South Vietnam last October. -

abe-

e - S ' ' B The Government has
acknowledged the importance of establishing greater rapport with the
rurel population and is now engaged in organizing the political and civic
action cadre needed t0 revitalize lagging rural construction programs.
Progress in these programs, however, remains painfully slow, and there-
fore we have stepped up our own efforts to help in this area.

South Vietnam's economy has deteriorated seriously in recent months.
Intensified Viet Cong efforts to cut off the flow of agricultural products
to the urban areas, pressures on prices and wages brought on by the
build-up of U.S. forces in many areas, a large Government budget deficit,
& severe diglocation of surface transportation facilities caused by the
war, and an inadequate local sealift have led to severe inflationary
pressures. In the last year food prices in Saigon have increased LO
percent and the general cost of living about 30 percent, with similar
trends evident throughout the rest of the country. The price of rice
has been kept down by meking meximum efforts to move supplies into
Saigon and the rice-deficit central highlands areas and by using U.S.
finenced imports to supplement domestic supplies. Other measures are
now underway to help alleviate the most serious of the remaining economic
problens.

The future of Laos continues to be intimately tied to the outcome
of the struggle in Vietnam. Although there have been some improvements
in the situstion over the pest yeer, the basic problem posed by the
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Communist threat against Laos, 1.e., its continued independence and
peutrality, remains, It is clear now that the North Vietnamese and
their tocl, the Pathet Lao, had no intention of living up to their
cammitments under the 1962 Geneva Agreements to reestablish peace.

The Pathet Lao continue to receive support from Hanol and during the.
past year, additional members of the regular North Vietnamese Army
have been captured in Laocs, confirming again North Vietnam's inmter-
ference in that country. Nor has this interference been limited to
the support of the Pathet Lao. FNorth Vietnam has contimued to use the
territory of southern Leos to infiltrate military personnel and supplies
into South Vietnam, and on an increasing scale.

The Lao Govermment, led by Prince Souvanna Phouma, has made some
progress over the past year in coping with the military threet, and
has been successful in maintaining relative political and economic
stabillity. The Royal Lao Air Force has done a remarkable job in dis-
rupting Pathet Lao/North Vietnsmese logistics, attacking Communist
military installations in Laos and providing close air support to the
Govermment's ground forces. We must recognize, however, that the
Covermment's comtimied ebility to defend against the Pathet Lao and
North Vietnamese and to meintain political and econcmic stability, which
is required if this defense is to be effective, depends largely on con-
tinued military and economic assistance from the United States. We
iptend, therefore, in response to the Prime Minister's request, to
provide Laos with what 1t needs to carry on its struggle or both the
econcmic and military froots.

Cambodia severed diplomstic reletions with the U.S. in May 1965,
following a series of border incidents involving South Vietnamese military
forces. Apparently believing that Communist China will achieve predominant
influence in Southeast Asia and that North Vietnam will conquer South
Vietnam, Sihanouk has sought close reletions with both Peiping and Hanol
in the hope of retaining at least some semblance of independent existence
for Cambodia.

Sihanouk has also enncunced his sympathy for the Viet Cong but has
stated that, in accordance with Cambodia's policy of neutrality, no
logistic support will be given them. Despite his denlals, some supplies
and personnel for the Viet Cong apparenmtly have gone through Cambodia
and the Viet Cong have at times used Cambodie &5 a sanetuary.

P - -
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preclude an improvement in relations between Cambodia and the U.S5. or
that would threaten to expand the war in South Vietnam into Cambodia.
Nevertheless, we are prepared to do whatever is clearly required for the

aelf-defense of our forces fighting in South Vlietnam.

During the past year Thailand has strengthened its relations with
the Free World, maintained internal stability and continued its economic
progress, becoming an ever more valusble and co---rative partner of the

United States‘j‘ifg;f ﬁ,u; T.&-..'.? e S L_W ~ Lo

Thais are keenly avare that in the last year Cammunist China has blatantly
advertised its preparations for subversive insurgency designed to over-
throw the Thai Government. The Thaiz are equally cognizant of the impli-
cetions for all of Southeast Asiam of a Communist victory in Vietnam.

If it were not for the menace of subversion sponsored by Communist
China and the consequent demsnds which this threat is placing on its
resources, Thailand's_economic future would be exceptionally bright. As
it is, U.S. economic and military assistance continues to be necessary to
meet the growing pressures which the Communists are placing on Thailand
in their effort to weaken support of U.S. policies in Southeast Asia.

In Burma we find a military regime trying to cope with continuing,
sporadic Communist and other insurgency, as well as mounting economic
dislocations caused by the Government's efforts to soclelize commerce

and industry.

Ne Win has stuck to his neutral stance - avoiding criticism or support of
our policy in Vietnam and trying to stzy aloof fram international issues
not directly affecting Burma.

military sales commitments which are scheduled to be completed by the

end of FY 1968.

As you know, Indonesia had been moving at an increasingly rapid pace
toward Communist Party domination at hame and close political collabor-

ation with Communist China abroad._

g Whén the



Communist-backed coup attempt of last October falled, popular resentment
ageinst the Pelping-orlemted Indoneslan Comminist Party (PKI) quickly
welled up and 1s still comtimuing. As s result, the top level of the
PKI hes been removed; there has been a widespread weakening of the

Party aspperatus; the influence of the Army and of a.nti-Commmist
politica.l ora.nizations has surged up-'-:a.rds i EER

“fundemental and complex internal power struggle has now been set in
motion, but the outcome 18, a8 yet, far fram clear ard may not, in fact,
be decided for same time. Nor can we predict with amy essurance whether
or not the non-Communist forces emerging in Indonesia will be able

to cope with the extremely serious econamic problems now affecting the

Although its economy iz in a shembles, Indonesia remains & potentially
rich country. With a population of 104 million, it must play & major
role in the region if stabllity and econcmic growth are to be achleved
there. Tt occuples & strateglc geographical position astride vital sea
routes between the Pacific and Indlan Oceans,.

‘ S while working to restrain Indonesian pressure sgainst
neighboring free stetes, we must at the geme time hold open the door
to 8 more positive relationship whenever oei 8 policy permits,

No military assista.nce funds are being req_uested for
In.donesia. et this time. As to the future, we must awalt developments.

While the political tide in Indonesia has at lea.st begtm to turn
against the Cmmzunists R LT e menac :

.' . ; : ‘ ' P the secession of Singa.pore
las‘b Sep‘tember advertised to the world the seriousness of the political
and economic strains within the Federstion. This separatlon provided

- some relief f‘rcxn the tensions which were 'building up between the two
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to engage in a public campaign against both Malaya and the United
States, while praising the United Kingdom and urging it to retain its
base in Singsaspore.

The military confrontation between Melsysia and Indonesie has
slackened, but the requirement for an adequate Malaysien defense force
remains. We have authorized a modest military training program and are
in the process of concluding a credii sales program involving purchases
of up to $4 miliion in equipment for the Mmlaysian ermy. While these
programs sre consistent with the understanding reached by President
Johnson and Prime Minister Rahman in July, 1964, we do not desire
or intend to substitute e U.S. military cormitment for any part of the
Commonwealth's over-gll responsibllity for the security of Malaysia,
although it is an essential adjunct to our major effort in Vietnam.

As our military requirements in Vietnam heve expanded, the strategic
position of the Philippines and its willing cooperation to provide us
bases and facilities have become more important than ever before.
Regerdless of the eventual outcome in Vietnam, our bases in the P